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Annual Meeting 

The common stock of The Chesapeake Cor¬ 
poration of Virginia has been listed on the New 
York Stock Exchange since 1944. The annual 
stockholders' meeting will be held at West 
Point Armory and Recreation Center, West 
Point, Virginia, on Wednesday, April 26, 1972, 
at 11:00 A.M. 









FINANCIAL HIGHLIGHTS 


FOR THE YEAR: 

Net sales. 

Income before Income taxes and cumulative effect of an 
accounting change. 

Taxes on Income. 

Income before cumulative effect of an accounting change. 

Per share of common stock. 

Cumulative effect of changing to “flow-through” method of 
accounting for investment tax credits. 

Per share of common stock. 

Net income. 

Per share of common stock. 

Net income as a percent of sales. 

Net income applicable to common stock as a percent of equity of 
common stockholders (beginning of year). 

Pro forma amounts, assuming “flow-through” method of 
accounting for investment tax credits is applied retroactively: 
Net income. 

Per share of common stock. 

Cash dividends declared: 

Common stock, $1.60 per share. 

Preferred stock, $5.00 per share. 


1971 

1970 

$71,416,647 

$71,261,265 

6,171,892 

8,515,692 

2,912,000 

4,024,000 

3,259,892 

4,491,692 

$1.72 

$2.40 

$ 420,000 

— 

$.23 

— 

$ 3,679,892 

$ 4,491,692 

$1.95 

$2.40 

5.2% 

6.3% 

6.4% 

8.1% 

$ 3,259,892 

$ 4,272,692 

$1.72 

$2.28 

$ 2,872,875 
177,120 

$ 2,872,875 
177,120 


AT THE YEAR-END: 

Working capital. 

Investment in property, plant and equipment, net 

Long-term debt (due after one year). 

Book value per share of common stock. 

Shares of common stock outstanding. 

Number of stockholders. 


$11,448,360 

$ 9,121,825 

61,184,902 

55,491,066 

13,000,000 

5,250,000 

$30.83 

$30.48 

1,795,547 

1,795,547 

3,971 

4,035 

























TO OUR STOCKHOLDERS 


The dollar volume of Chesapeake's consolidated 
sales increased only slightly, from $71,261,300 to 
$71,416,700, but this represented a record for the com¬ 
pany. Net income for the year was $3,679,900 as com¬ 
pared with $4,491,700 in the preceding year. Included 
in earnings for 1971 is $275,000 resulting from a change 
in accounting for investment tax credits, which is more 
fully described in Note 7 to the financial statements. 

Demand for all products except market pulp re¬ 
mained strong throughout the year, with a large backlog 
of orders on hand at the end of the year. Unfortunately, 
prices for our products proved to be disappointing. 
Early in the year we had sound reasons to expect 
increases in sales prices that would offset the sub¬ 
stantial increases in costs, especially in labor, fuel, 
freight, raw materials and chemicals. With the im¬ 
plementation of the price freeze on August 15, 1971, 
and subsequent "Phase II" controls, the paper industry 
was unable to obtain sorely needed price improvement. 
In the fourth quarter of 1971 and early in 1972 there 
has been an unusually strong demand for corrugated 
boxes and a noticeably short supply of linerboard. 
These conditions should contribute to improved prices 
and earnings in the paper, linerboard and corrugated 
box segments of our business. 

The operations of Chesapeake Bay Plywood Corp. 
benefited from a strong demand for its products and 
showed good earnings for the year. The operations of 
Cands Lumber, Inc., did not meet our expectations as 
logging was made extremely difficult by the abnormally 
wet weather. All signs point to an active market for 
building materials in 1972. Under these circumstances, 
we are confident that the operations of Chesapeake 
Bay Plywood Corp. will continue to be profitable and 
that Cands Lumber, Inc., will show an improvement by 
the second quarter. 

We negotiated new wage contracts with the unions 
representing employees at our West Point mill. These 
contracts will remain in force until June, 1974. Un¬ 
fortunately, the contracts were negotiated immediately 
prior to the Presidential wage-price freeze; and the 
company was unable to adjust its sales prices in order 
to recover the additional costs. 

On December 16,1971, we completed arrangements 
for the direct placement with three institutional in¬ 
vestors of $16 million, 8%% promissory notes due 
December 1, 1991. The net proceeds from the notes 
will be used in connection with the payment of short¬ 
term bank loans, construction of a bleached pulp plant 
at the West Point mill, and other capital additions. We 
took down $10 million of the loan in December and early 
January, and the remainder will be received in October 
of this year. 

We announced in our annual report last year that 
Chesapeake would build a new oxygen bleached pulp 
plant at the West Point mill. All major construction 


contracts for this program have been placed and the 
work is progressing on schedule. We expect the plant 
to begin operating late this year. 

In 1971 two of the company's officers reached re¬ 
tirement age. A. Donald Rennie, Assistant Treasurer 
and Assistant Secretary, retired after twenty-seven 
years of service, and Erik Zimmerman, Vice President- 
Production, retired after forty-three years with the 
company. We are grateful to these gentlemen for their 
many contributions to the company’s growth and 
success. Edward L. Dozier was elected Vice President- 
Production to succeed Mr. Zimmerman. 

We think it is appropriate to acknowledge the 
outstanding contributions made by company personnel 
at all levels. In view of the cost-price squeeze, we 
have exercised careful control over employment and 
have reduced the number of employees wherever 
possible. Even under these conditions, our people 
have not only conducted the day-to-day operations in 
an efficient manner, but have evaluated and are super¬ 
vising construction of the first oxygen bleach plant 
in North America, conducting a pilot plant program 
to study the use of high-purity oxygen for waste treat¬ 
ment, exploring new methods to abate the odor emission 
from our kraft pulp mill and have made excellent 
progress in utilizing computer technology in both 
process and financial controls. Our supervisory em¬ 
ployees are also participating in an internal study to 
recommend a long-range program for Chesapeake’s 
future growth. 

In reviewing the past year, we must acknowledge 
that from an earnings standpoint 1971 was a disappoint¬ 
ment, as we had anticipated better price levels for 
our products. When considering the prospects for 
1972, we have to evaluate the Nation’s general economic 
climate, the probable operating level of the paper 
industry as well as our own operations. In spite of 
the many imponderables, we are optimistic that our 
operations in 1972 will show an improvement over last 
year. We have a sound operating base and under 
reasonable business conditions our earnings should 
improve. 

President 

Chairman of the Board 


February 25, 1972 
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THE YEAR IN REVIEW 


Sales, Income and Dividends 

Consolidated net sales in 1971 were $71,417,000 as 
compared to $71,261,000 in 1970. Chesapeake’s 
wholly owned corrugated container subsidiaries 
accounted for approximately 39% of net sales in each 
year. 

Net income on the common stock amounted to 
$1.95 per share in 1971 compared with $2.40 per share 
in 1970. Net income in 1971 includes 15 cents per share 
due to an accounting change which is described in 
Note 7 of Notes to Consolidated Financial Statements. 

Cash dividends of $1.60 a share, or a total of 
$2,873,000, were declared in 1971 on the 1,795,547 
shares of outstanding common stock. Cash dividends 
totaling $177,000 were declared in 1971 on the $5 
cumulative convertible series A preferred stock. 

Financial Position 

Funds amounting to $10,141,000 were generated in 
1971 from operations, a decrease of $995,000 from the 
amount of funds generated in the year 1970. 


SALES 


80 



Additions to properties and equipment totaled 
$12,690,000 during 1971, compared with $10,402,000 
in 1970, an increase of $2,288,000. 

Depreciation and depletion in 1971 amounted to 
$6,589,000 compared with $6,564,000 in 1970. 

The equity of common stockholders was increased 
in 1971 by a total of $630,000 representing the re¬ 
investment of income. At January 2, 1972, the total 
equity of the common stockholders, representing 
the par value of common stock, other capital and 
income retained for use in the business, amounted 
to $55,360,000. The book value per share of common 
stock increased from $30.48 to $30.83. 

Working capital at January 2, 1972, totaled 
$11,448,000, an increase of $2,326,000 from the 1970 
year-end total of $9,122,000. 

Mill Sales 

The dollar volume of mill sales was adversely 
affected in 1971 by the low level of prices for 
Chesapeake's products. The demand for board and 


INCOME AND DIVIDENDS 
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paper picked up momentum during the last quarter. 
By contrast, the demand for market pulp remained 
soft throughout 1971. 

Price recovery began during the second quarter 
for linerboard and the third quarter for paper, but 
prices were still at an unsatisfactory level when the ad¬ 
ministration announced its economic stabilization 
program in August. The price freeze ceilings did not 
permit the recovery of increased operating costs 
incurred during the past two years. 

Converting Companies 

The new plant of Binghamton Container Co. and 
the improved manufacturing facilities of Scranton 
Corrugated Box Company were completed and 
occupied during 1971 as part of a capital expenditures 
program that has brought productivity gains to 
Chesapeake’s converting subsidiaries. 

These expenditures, authorized in recent years, 
have made Chesapeake's converting plants com¬ 
petitive, cost-wise, within their respective operating 
areas and markets, during a period when the upward 
trend of costs has continued unabated. 

The Presidential price and wage freeze announced 
in August had no appreciable effect on costs as far 
as the fiber box industry is concerned. A pattern of 
rising costs without any price relief had become fairly 
well established at the time the freeze became 
effective. The resultant cost-price squeeze, with the 


Productivity increases among Chesapeake's converting subsidiaries 
are symbolized by the new plant of Binghamton Container Co., 
occupied during 1971. 

subsidiaries’ rate of sales substantially the same 
as in the previous year, prevented a profit generation 
equivalent to that of 1970. 

Joint Venture Operations 

Chesapeake Bay Plywood Corp., the 50%-owned 
joint venture at Pocomoke City, Maryland, experienced 
a profitable year. The Company was able to increase 
production as a result of the performance of DelMarVa 
Forest Products Co., Chesapeake’s Eastern Shore 
division, which increased weekly output of peeler 
logs supplied to Chesapeake Bay Plywood Corp. 
from 500,000 to 600,000 board feet. 

Unusually wet weather handicapped the logging 
operations that supply Cands Lumber, Inc., the other 
50%-owned joint venture, at Elizabeth City, North 
Carolina. 

Progress on Expansion 

At the West Point pulp and paper mill, an expansion 
program was adopted by the Board of Directors in 
February, 1971, for the mill to produce a new product 
for Chesapeake—bleached hardwood pulp. This 
facility will be the first system in North America to 
use the new oxygen method of bleaching. Construction 
was begun September 1 on the bleach plant. 
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The construction program will provide for a 300 
ton per day bleach plant, a new pulp machine with a 
300 ton per day capacity, a new oil-fired power boiler 
for additional steam production, and related modi¬ 
fications in the pulp-screening area to furnish pulp 
for the bleaching operation. 

The bleached pulp operation is scheduled to start 
up in late 1972. 

Improvements at Mill 

The major improvement completed during the 
year at the West Point mill was the vacuum washer 
system, which includes hot stock refining and screen¬ 
ing equipment. This installation assures better utili¬ 
zation of wood, lower chemical requirements, im¬ 
proved effluent control, and reduced labor and 
maintenance costs. 

A new secondary headbox and a controlled crown 
calender roll were installed on No. 1 machine to 
improve the quality of the products made on this 
machine. The headbox permits a uniform top layer 
of pulp to be laid on the base sheet of linerboard. 
The controlled crown calender roll improves the sur¬ 
face of the finished board. 

The smallest of our three sets of black liquor evapo¬ 
rators was expanded to give more capacity to accom¬ 
modate the bleached pulp production and to reduce 
effluent going to the river. 

Environmental Controls 

Planning and implementing steps to further abate 
air and water emissions were carried out in an in¬ 
tensive way during 1971. Mention has been made 
above of improvements in our pulp washing and black 
liquor evaporation systems which enable better 
control of effluent at the West Point mill. 

A wet gas scrubber was put in operation on the 
second of the older recovery units, which combined 
with that installed in 1968 has reduced total particulate 
emissions from the mill by 75%. 

A study of possible means of reducing the odor 
level from the mill is being conducted by a consulting 
firm. Elimination of the kraft mill odor is very difficult 
since some of the compounds produced by the kraft 
process can be detected at extremely low concen¬ 
trations. 

The West Point mill is operating under a waste 


discharge permit issued by the State Water Control 
Board. In addition, that Board has authorized the 
construction and operation of the bleach plant upon 
the condition that secondary waste treatment will be 
provided for the mill at West Point by October, 1973. 
A pilot plant operation was started in September, 
1971, to explore the use of high-purity oxygen in an 
activated sludge treatment system. This pilot study 
is expected to be concluded in May, 1972, at which 
time relative capital and operating costs and space 
requirements of alternative treatment processes will 
be assessed and the best system will be selected. 
The capital cost of a waste treatment system has not 
been established at this time, but the management 
estimates a cost of $3,500,000 to $4,000,000. 

The company has applied to Federal authorities 
for a permit covering present discharges into the 
Pamunkey River and any that may result from oper¬ 
ation of the bleach plant. Based on present infor¬ 
mation, the company believes that installation of the 
waste treatment system referred to above will satisfy 
Federal requirements that may be imposed upon 
issuance of the permit. 

Under recently announced air pollution control 

WORKING CAPITAL 
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programs of the State and Federal Governments, the 
company must submit a control program to bring it 
into compliance with present standards by 1975. 
The cost of such program is being studied, but at 
this time has not been determined. 

Pulpwood Procurement 

Procurement of pulpwood and chips for the mill 
remained adequate and stable throughout the year. 
However, two freight increases on pulpwood and 
chips shipped by rail resulted in a rise in the total 
cost of wood procurement. 

The production of chips at the new rail siding chip 
mill at Keysville, Virginia, reached its optimum level 
of weekly production in March, 1971. 

Chesapeake's wood procurement area was en¬ 
larged during the year with the opening of a pulpwood 


A pilot system for treating mill effluent began operation in 1971. The 
pilot plant employs a new process which uses high-purity oxygen 
in the treatment. 

yard and barge landing in eastern North Carolina. 
This installation is equipped with a slasher saw which 
converts tree length material to six-foot pulpwood 
bolts that are shipped by barge to West Point. 

Creating New Forest Resources 

During the 1970-71 planting season, over 10.5 
million pine seedlings were planted on company land, 
and an additional 2.6 million were given to small, 
private landowners primarily as a part of the com¬ 
pany's matching seedling program for reforestation 
of private forest lands. 

Some hardwood seedlings were also planted on 
company land as a continuation of our efforts to learn 
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more about the regeneration of hardwood species 
and to promote hardwood management on those 
sites best suited for that purpose, since Chesapeake 
will begin to use more hardwood with the start-up 
of the bleach plant late in 1972. 

Research for Better Trees 

Over 1,100 successful new grafts were made in the 
company’s two superior pine seed orchards during 
the spring of 1971. Most of these were taken from 
superior trees located on Chesapeake’s Eastern Shore 
lands. 

Seed collected from our older orchard was sown 
at the nursery in the spring of 1971, and over 2.5 
million superior loblolly pine seedlings are expected 
to be available from this source for planting on com¬ 
pany land during the 1971-72 planting season. This 
number of seedlings should plant approximately 
3,500 acres. 


Machine planting of seedlings is being carried out on an increasing 
scale. About 10.5 million seedlings were set out on company land by 
all methods in 1971. 

Chesapeake is a participant in a study being con¬ 
ducted by the North Carolina Forest Fertilization 
Research Project at North Carolina State University. 
This is a continuing cooperative project between 
the University and a number of southern forest in¬ 
dustries to determine how, when, and where fertili¬ 
zation can be used economically in southern forest 
management. 

Recreational Use of Land 

The use of company land for recreation by the 
public and by employees is steadily increasing. 
Those who purchased general hunting permits in¬ 
creased by over a thousand. This brings to approxi¬ 
mately 15,000 the number of people using our lands 
for recreational purposes. 
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CONSOLIDATED STATEMENT OF INCOME 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


For the Years Ended 



January 2, 

January 3, 

SALES AND OTHER INCOME: 

1972 

1971 

Net sales. 

$71,416,647 

$71,261,265 

Other income. 

966,533 

752,996 

Equity in earnings (losses) of 50%-owned companies (Note 1)... 

73,000 

(70,000) 

COSTS AND EXPENSES: 

72,456,180 

71,944,261 

Cost of sales, less depreciation and depletion. 

52,222,604 

50,153,419 

Depreciation and depletion (Note 3). 

6,588,614 

6,563,622 

Selling, general and administrative expenses. 

5,999,301 

5,576,292 

Interest expense. 

730,321 

346,619 

Miscellaneous deductions. 

743,448 

788,617 

Income before income taxes and cumulative effect of an 

66,284,288 

63,428,569 

accounting change. 

6,171,892 

8,515,692 

Provision for federal and state income taxes. 

2,912,000 

4,024,000 

Income before cumulative effect of an accounting change.... 

Cumulative effect of changing to “flow-through" method of 

3,259,892 

4,491,692 

accounting for investment tax credits (Note 7). 

420,000 

— 

NET INCOME. 

Net income per share of common stock (after preferred dividend 
requirements) (Note 4): 

$ 3,679,892 

$ 4,491,692 

Before cumulative effect of an accounting change. 

Cumulative effect of changing to “flow-through" method of 

$1.72 

$2.40 

accounting for investment tax credits. 

.23 

— 

Net Income. 

Pro forma amounts, assuming “flow-through” method of accounting 
for investment tax credits is applied retroactively: 

$1.95 

$2.40 

Net income. 

Net income per share of common stock (after preferred dividend 

$ 3,259,892 

$ 4,272,692 

requirements). 

$1.72 

$2.28 


The accompanying notes are an integral part of the financial statements. 


















































CONSOLIDATED BALANCE SHEET 



January 2, 

1972 

January 3, 
1971 

Assets 



CURRENT ASSETS: 



Cash. 

$ 1,693,819 

$ 1,138,979 

Accounts receivable, less allowances for doubtful accounts of 
$154,150 and $138,178, respectively. 

8,856,139 

8,204,411 

Recoverable federal income taxes. 

— 

355,742 

Inventories, at lower of cost (principally average cost) or market: 
Finished goods and goods in process. 

2,393,956 

2,874,731 

Manufacturing materials and supplies. 

5,066,449 

5,424,513 

Prepaid expenses. 

317,411 

393,104 

Total current assets. 

18,327,774 

18,391,480 


OTHER ASSETS: 

Investments in and advances to 50%-owned 


companies (Note 1). 

. 1,291,500 

1,068,500 

Notes and accounts receivable. 

. 684,847 

687,583 

Sundry assets and deferred charges. 

. 398,187 

267,562 


2,374,534 

2,023,645 


PROPERTY, PLANT AND EQUIPMENT, at cost less accumulated 
depreciation and depletion (Note 3): 


Land—plant sites. 

624,014 

621,071 

Buildings and structures. 

13,176,479 

11,442,740 

Machinery, equipment and construction. 

63,933,481 

77,733,974 

57,382,601 

69,446,412 

Less accumulated depreciation. 

Timber and timberlands, less accumulated depletion of 

38,212,669 

39,521,305 

33,937,585 

35,508,827 

$7,218,264 and $6,608,403, respectively. 

21,663,597 

19,982,239 

Net property, plant and equipment. 

61,184,902 

$81,887,210 

55,491,066 

$75,906,191 
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The Chesapeake Corporation of Virginia and Subsidiary Companies 


Liabilities and Stockholders' Equity 

CURRENT LIABILITIES: 

Accounts payable. 

Notes payable—bank (Note 2). 

Long-term debt due within one year. 

Notes payable—other. 

Dividends payable. 

Salaries, wages and commissions.. 

Payroll and withholding taxes. 

Federal and state income taxes. 

Total current liabilities. 


January 2, 

1972 

January 3, 
1971 

$ 3,496,953 

$ 3,406,474 

— 

2,300,000 

750,000 

750,000 

988,429 

681,977 

762,499 

718,218 

316,530 

301,917 

272,028 

336,660 

292,975 

774,409 

6,879,414 

9,269,655 


LONG-TERM DEBT (due after one year) (Note 2) 


13,000,000 5,250,000 


DEFERRED INCOME TAXES (Note 3). 3,105,496 3,114,133 


STOCKHOLDERS’ EQUITY (Notes 2, 4 and 5): 

Preferred stock, $100 par value; authorized, 150,000 shares 
issuable in series; outstanding, $5 cumulative convertible 


series A, 35,424 shares. 

Common stock, $5 par value; authorized, 10,000,000 shares; 

3,542,400 

3,542,400 

outstanding, 1,795,547 shares. 

8,977,735 

8,977,735 

Other capital. 

4,861,668 

4,861,668 

Retained earnings. 

41,520,497 

40,890,600 


58,902,300 

58,272,403 

$81,887,210 

$75,906,191 


The accompanying notes are an integral part of the financial statements. 





































CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


SOURCE OF FUNDS: 

Operations: 

Net income before cumulative effect of an accounting change.. 
Add (deduct) noncash items: 

Depreciation and depletion. 

Equity in (earnings) losses of 50%-owned companies. 

Deferred income taxes. 

Amortization of deferred investment tax credits. 

Total from operations. 

Proceeds of long-term debt (Note 2). 

Book value of property disposals. 

Decrease in working capital. 

Totals. 


APPLICATION OF FUNDS: 

Additions to property, plant, equipment and timberlands 

Cash dividends declared. 

Decrease in long-term debt. 

Advances to 50%-owned companies. 

Increase in working capital. 

Other items, net. 

Totals. 


ANALYSIS OF CHANGES IN WORKING CAPITAL: 

Increase (decrease) in current assets: 

Cash and short-term securities. 

Receivables. 

Inventories. 

Prepaid expenses. 

Totals. 

Increase (decrease) in current liabilities: 

Accounts payable. 

Notes payable—bank. 

Income taxes. 

Other liabilities, net. 

Totals. 

Increase (decrease) in working capital. 


For the Years Ended 


January 2, 

1972 

January 3, 
1971 

$ 3,259,892 

$ 4,491,692 

6,588,614 

(73,000) 

365,074 

6,563,622 

70,000 

232,579 

(219,300) 

10,140,580 

11,138,593 

8,500,000 

407,698 

317,045 

2,755,783 

$19,048,278 

$14,211,421 


12,690,148 

10,402,254 

3,049,995 

3,049,995 

750,000 

750,000 

150,000 

50,992 

2,326,535 

— 

81,600 

(41,820) 

$19,048,278 

$14,211,421 


554,840 

(1,846,408) 

295,986 

(1,088,165) 

(838,839) 

1,898,774 

(75,693) 

200,616 

(63,706) 

(835,183) 

90,479 

(205,416) 

(2,300,000) 

2,300,000 

(481,434) 

(416,222) 

300,714 

242,238 

(2,390,241) 

1,920,600 

$ 2,326,535 

$(2,755,783) 


The accompanying notes are an integral part of the financial statements. 






















































NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. PRINCIPLES OF CONSOLIDATION: 

The consolidated financial statements include the accounts of The Chesapeake Corporation of Virginia 
and its subsidiary companies. Intercompany accounts and transactions have been eliminated. 
Investments in and advances to 50%-owned companies (Chesapeake Bay Plywood Corp. and Cands 
Lumber, Inc.) are stated at cost as adjusted by the company’s equity in their accumulated earnings or 


losses. 




2. LONG-TERM DEBT: 


Maturity 

Long-term debt consists of: 

Total 

Within 

One Year 

After 
One Year 

4 %% notes (5% effective January 5, 1972), payable $187,500 quarterly 
through August, 1974 and $3,187,500 in November, 1974. 

$ 5,250,000 

$ 750,000 

$ 4,500,000 

8 ) 4 % promissory notes due December, 1991 (annual prepayments of 
$1,000,000 begin in December, 1977). 

6,250,000 

_ 

6,250,000 

5X% bank loans (retired on January 5, 1972 from proceeds of sale of 
additional 8 ] 4 % promissory note due December, 1991). 

2,250,000 

_ 

2,250,000 

Totals. 

$13,750,000 

$ 750,000 

$13,000,000 


In connection with financing plant expansion and the retirement of short-term bank loans, the company 
entered into loan agreements in December, 1971 with three lending institutions providing for the sale of 
$16,000,000 of 8 %% promissory notes due December, 1991. In accordance with the terms of the agree¬ 
ments, under which notes totaling $6,250,000 were outstanding as of January 2, 1972, a $3,750,000 note 
was sold on January 5,1972 and the balance of the notes ($6,000,000) is expected to be sold in October, 
1972. Prepayments of $1,000,000 annually are required on the 8 ) 4 % notes beginning in December, 1977 
and continuing through December, 1990, with a final payment of $2,000,000 at maturity. 

The loan agreements under which the 8 ) 4 % promissory notes due December, 1991 and the 4 %% notes 
were issued contain provisions restricting the payment of dividends on common stock (other than 
dividends payable in capital stock of the company). Under the most restrictive of such agreements, 
retained earnings of approximately $5,600,000 were free of restrictions at January 2,1972. The agreements 
also contain various other restrictions relating to additional indebtedness, liens, the redemption or pur¬ 
chase of the capital stock of the company and the maintenance of net current assets. The company is 
required to maintain minimum consolidated net current assets (exclusive of amounts represented by 
the 4%% notes due November, 1974) of $6,000,000 from January 1,1973 through November 30,1974, and 
$8,000,000 thereafter. 

3. DEPRECIATION AND INCOME TAXES: 

For financial reporting purposes, plant and equipment are being depreciated principally by the straight- 
line method. Depreciation charged to income amounted to $4,813,505 in the current year (1971) and 
$4,431,756 in the prior year (1970). 

For income tax purposes, the companies use principally accelerated depreciation methods. This policy 
has no effect on reported net income because provision has been made for the income taxes deferred 
due to differences in depreciation expense for reporting and tax purposes. The companies have also 
deferred to future periods the income tax effects resulting from other timing differences between re¬ 
ported income and taxable income. Provisions for federal and state income taxes include deferred income 
taxes of approximately $365,000 in 1971 and $232,000 in 1970. 

The current year’s provision for income taxes has been reduced by investment tax credits earned during 
1971 of approximately $40,000. The prior year's provision reflects a reduction of approximately $219,000 
relating to amortization of deferred investment tax credits (Note 7). 

4. CAPITAL STOCK: 

The preferred shares, $5 cumulative convertible series A, entitle the holders to one vote for each share 
held. The outstanding preferred shares are entitled in liquidation to $100 per share plus dividends 
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accrued and unpaid and, generally, are not redeemable by the company prior to December 30,1972. On 
and after this date, the company may redeem the preferred shares at $100 per share plus dividends 
accrued and unpaid to the redemption date. At the option of the holders, outstanding preferred shares 
may be converted into common shares at the rate of 1.9445 common shares for each preferred share, 
subject to adjustment of the conversion rate in certain events. At January 2, 1972, there were 68,881 
unissued common shares reserved for the conversion of preferred shares. The conversion of outstanding 
preferred stock and the exercise of outstanding options would not dilute earnings per common share as 
reported herein. 

5. STOCK OPTIONS: 

During the year no stock options were granted or exercised. An option on 2,477 shares lapsed in 1971 
and the only option remaining outstanding on January 2,1972 covered 2,477 shares and lapsed on February 
15, 1972. Both options were restricted stock options granted to employees and the option price under 
each of them was $27.87 per share, which was 95% of the market value, as adjusted for stock distributions, 
on the date the options were granted. 

6. EMPLOYEES’ RETIREMENT PLANS: 

The companies have several noncontributory retirement plans covering substantially all of their 
employees. The policy is to fund and expense the total of (a) currently accruing pension costs and 
(b) an amount equal to the amortization of past service costs over periods not exceeding twenty-five 
years. The total pension expense was approximately $985,000 in 1971 and $930,000 in 1970. 

7. CHANGE IN ACCOUNTING METHOD: 

Beginning with the year 1971, investment tax credits earned on property additions are being included in 
income in the year the property is placed in service ("flow-through" method). In prior years, such credits 
were generally deferred and amortized over eight years as a reduction of income tax expense. The 
adoption of the "flow-through" method, the use of which is prevalent in the paper industry, results in a 
more timely matching of the benefit of investment tax credits with the incurrence of start-up costs and 
other expenses normally associated with capital additions. 

The effect of the change in 1971 was to increase net income over the amount which otherwise would 
have been reported by approximately $275,000 (fifteen cents a share), as follows: Per Share 

of Common 
Amount Stock 

Decrease in income before cumulative effect of an accounting change (relates 
principally to elimination of amortization of prior years’ deferred credits). $(145,000) $(.08) 

Cumulative effect on years prior to 1971 of changing to the "flow-through" method_ 420,000 .23 

Increase in net income. $ 275,000 $ .15 


8. COMMITMENTS AND OTHER MATTERS: 

The uncompleted portion of the bleached pulp construction program, scheduled for completion during 
1972, amounts to approximately $9,400,000. In addition, commitments for other capital expenditures and 
contractual obligations total approximately $800,000. 

The company estimates a cost of $3,500,000 to $4,000,000 during 1972 and 1973 to comply with presently 
known State and Federal water control requirements. The cost of complying with governmental require¬ 
ments relating to air pollution control has not yet been determined, but the company has until 1975 to 
comply with such requirements. 

The company is contingently liable as guarantor of loans of approximately $600,000, including $300,000 
with respect to a 50%-owned company. One subsidiary is a participant with nine other unrelated com¬ 
panies in a joint and several guarantee of loans in the amount of $1,870,000. 

Certain items in the prior year's financial statements have been reclassified to conform to the current 
year’s format. 
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CONSOLIDATED STATEMENT OF RETAINED EARNINGS 

The Chesapeake Corporation of Virginia and Subsidiary Companies 


Retained earnings, beginning of year 
Net income. 


Cash dividends declared: 

Common stock, $1.60 per share. 

Preferred stock, $5.00 per share. 

Retained earnings, end of year (Note 2) 


For the Years Ended 


January 2, 
1972 


$40,890,600 

3,679,892 

44,570,492 


2,872,875 
177,120 
3,049,995 
$41,520,497 


January 3, 
1971 


$39,448,903 

4,491,692 

43,940,595 


2,872,875 

177,120 

3,049,995 

$40,890,600 


The accompanying notes are an integral part of the financial statements. 


ACCOUNTANTS’ REPORT 

To the Stockholders and Board of Directors 
The Chesapeake Corporation of Virginia: 

We have examined the consolidated balance sheet of The Chesapeake Corporation of Virginia 
and subsidiary companies as of January 2, 1972 and the related consolidated statements of 
income, retained earnings and changes in financial position for the year (fifty-two weeks) then 
ended. Our examination was made in accordance with generally accepted auditing standards, 
and accordingly included such tests of the accounting records and such other auditing pro¬ 
cedures as we considered necessary in the circumstances. We previously examined and 
reported upon the consolidated financial statements for the year 1970 (fifty-three weeks). 

In our opinion, such financial statements present fairly the financial position of The Chesa¬ 
peake Corporation of Virginia and subsidiary companies at January 2,1972 and January 3,1971, 
and the results of their operations and the changes in financial position for the years then 
ended, in conformity with generally accepted accounting principles applied on a consistent 
basis except for the change, in which we concur, related to accounting for investment tax 
credits described in Note 7 to the financial statements. 

LYBRAND, ROSS BROS. & MONTGOMERY 
Certified Public Accountants 

Richmond, Virginia 

February 2, 1972, except as to Note 5, as to which the date is February 16, 1972 
























A SEVEN-YEAR COMPARISON* 

(Dollar amounts in thousands, except for per-share data) 

The Chesapeake Corporation of Virginia and Subsidiary Companies 



1971 

1970 

1969 

1968 

OPERATING RESULTS 





Net sales. 

$ 71,417 

$71,261 

$68,482 

$59,876 

Net costs except depreciation and depletion. 

58,656 

56,181 

53,691 

46,493 

Depreciation and depletion. 

Income before income taxes and cumulative effect of an accounting 

6,589 

6,564 

6,120 

5,594 

change. 

6,172 

8,516 

8,671 

7,789 

Taxes on income. 

2,912 

4,024 

4,135 

3,393 

Income before cumulative effect of an accounting change. 

3,260 

4,492 

4,536 

4,395 

Per share of common stock#. 

Cumulative effect of changing to “flow-through" method of 

$1.72 

$2.40 

$2.43 

$2.35 

accounting for investment tax credits. 

$420 




Per share of common stock#. 

$.23 




Net income. 

$3,680 

$4,492 

$4,536 

$4,395 

Per share of common stock#. 

Pro forma amounts, assuming the “flow-through" method of 

$1.95 

$2.40 

$2.43 

$2.35 

accounting for investment tax credits is applied retroactively: 

Net income. 

$3,260 

$4,273 

$4,332 

$4,538 

Per share of common stock#. 

$1.72 

$2.28 

$2.31 

$2.43 

Net income as a percent of sales. 

5.2% 

6.3% 

6.6% 

7.3% 

Net income applicable to common stock as a percent of equity of 



- 


common stockholders (beginning of year). 

6.4% 

8.1% 

8.4% 

8.4% 

Dividends declared on common stock. 

$2,873 

$2,873 

$2,873 

$2,873 

Income retained for use in the business. 

630 

1,442 

1,486 

1,344 

FINANCIAL POSITION 





Working capital. 

$11,448 

$9,122 

$11,878 

$12,524 

Property, plant and equipment, net. 

61,185 

55,491 

51,969 

50,774 

Other assets. 

2,374 

2,023 

2,084 

1,807 

Long-term debt and deferred credits. 

16,105 

8,364 

9,100 

9,760 

Stockholders' equity. 

58,902 

58,272 

56,831 

55,345 

Per share of common stock#. 

$30.83 

$30.48 

$29.68 

$28.85 

Shares of common stock outstanding. 

1,795,547 

1,795,547 

1,795,547 

1,795,547 

OTHER INFORMATION 





Additions to properties and equipment. 

$12,690 

$10,402 

$7,721 

$9,382 

Production of paperboard, paper and market pulp (tons). 

373,601 

378,018 

364,366 

361,791 

Acres of timberlands owned. 

317,000 

310,000 

300,000 

285,000 

Stockholders. 

3,971 

4,035 

3,937 

3,988 

Employees. 

2,009 

1,989 

2,007 

1,919 


^Includes pooled companies. 

#Based on shares outstanding at January 2,1972 and excluding amounts applicable to preferred stock. 
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EQUITY OF COMMON STOCKHOLDERS 


1967 

1966 

1965 

$60,924 

$63,101 

$57,422 

47,064 

45,840 

41,491 

5,154 

4,806 

4,057 

8,706 

12,455 

11,874 

3,800 

5,658 

5,248 

4,906 

6,797 

6,626 

$2.63 

$3.69 

$3.59 


$4,906 

$6,797 

$6,626 

$2.63 

$3.69 

$3.59 


$4,754 

$6,868 

$6,325 

$2.55 

$3.73 

$3.52 

8.1% 

10.8% 

11.5% 

9.7% 

14.8% 

15.9% 

$2,873 

$2,873 

$2,673 

1,931 

3,875 

3,838 


$15,455 

$14,104 

$12,539 

47,077 

46,172 

39,489 

1,689 

1,767 

1,006 

10,220 

9,973 

4,923 

54,001 

52,070 

48,111 

$28.10 

$27.03 

$24.82 

1,795,547 

1,795,547 

1,795,547 


$6,339 

$12,136 

$5,964 

366,855 

372,488 

370,352 

278,000 

265,700 

245,000 

3,979 

3,927 

3,704 

1,892 

1,856 

1,696 



65 66 67 68 69 70 71 


ADDITIONS TO PROPERTIES AND EQUIPMENT 
DEPRECIATION AND DEPLETION 
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Additions 


Depreciation and Depletion 



65 66 67 68 69 70 71 







































